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Summary 

The federal budget is central to Congress’s ability to exercise its “power of the purse.” Recent 
economic turmoil put strain on the federal budget due to declining revenues and increasing 
spending levels. Subsequently, policies enacted to restrain spending, along with an improving 
economy, have put the federal budget on a more sustainable path in the near term. In FY2012, the 
U.S. government spent $3,538 billion (22.8% of GDP) and collected $2,449 billion in revenue 
(15.8% of GDP), resulting in a budget deficit of $1,089 billion (7.0% of GDP). CBO currently 
estimates the FY2013 deficit at $845 billion (5.3% of GDP). 

The Obama Administration released its FY2014 budget on April 10, 2013. Under the proposals in 
the President’s budget, the deficit is estimated at $744 billion (4.4% of GDP) in FY2014. The 
FY2014 budget contains a policy agenda that largely focuses on providing additional stimulus to 
create jobs, increasing infrastructure investment, and providing additional funding for early 
childhood education programs. The President’s budget also proposes new deficit reduction aimed 
at replacing the Budget Control Act’s (BCA’s) automatic spending reduction process. These 
proposals include additional tax revenues generated by limiting deductions on higher-income 
households and ensuring that higher-income households pay a minimum percentage of their 
income in taxes. On the spending side, the proposals include reductions in health spending, 
certain mandatory programs, and lowering of the BCA’s discretionary spending caps. The budget 
also contains a proposal to use the chained consumer price index (CPI) for the purposes of 
calculating annual increases in certain federal benefits and for the indexation of tax brackets. The 
stimulus measures are primarily targeted to increase spending in FY2014 and FY2015, whereas 
the deficit reduction takes place mainly after FY2015. 

On March 21, 2013, the Flouse agreed to a budget resolution (FI.Con.Res. 25, 113 th Congress) by 
a vote of 22 1 -207. The resolution provided for a deficit of $528 billion, or 3 .2% of GDP in 
FY2014. By FY2023, the budget is projected to reach a surplus of $7 billion. The budget proposal 
contained several policy changes affecting spending, including removing the BCA’s additional 
spending reductions set to affect defense discretionary spending and reallocating them to non- 
defense discretionary spending. The budget resolution also contains reconciliation instructions to 
eight committees to find further deficit reduction totaling $8 billion over 10 years. 

On March 23, 2013, the Senate agreed to a budget resolution by a vote of 50-49. The resolution 
provided a deficit of $693 billion, or approximately 4.2% of GDP in FY2014. By FY2023, the 
deficit is projected to fall to $566 billion or 2.7% of GDP. The budget proposal contains changes 
to both spending and revenue. Specifically, the budget resolution proposes revising the Budget 
Control Act’s statutory caps on discretionary spending and replaces the BCA’s automatic 
spending reductions with a combination of other spending cuts and revenue increases, including 
some reductions to the current BCA caps. The budget resolution contains reconciliation 
instructions to the Senate Finance Committee to increase the level of revenues by $975 billion 
between FY20 1 3 and FY2023 . 

CBO, GAO, and the Administration agree that the current mix of federal fiscal policies is 
unsustainable in the long term. Under their projections, putting the federal budget on a sustainable 
long-term path requires an agreement on additional deficit reduction, which may include 
increases in revenues or changes to large spending programs or both. This report will be updated 
as events warrant. 
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T he federal budget is central to Congress’s ability to exercise its “power of the purse.” 
Federal budget decisions also express Congress’s priorities and reinforce Congress’s 
influence on federal policies. Making budgetary decisions for the federal government is a 
complex process and requires balancing competing goals. 1 Recent economic turmoil put strain on 
the federal budget due to declining revenues and increasing spending levels. Subsequently, 
policies enacted to restrain spending, along with an improving economy, have put the federal 
budget on a more sustainable path in the near term. 

In August 2011, budget negotiations resulted in the enactment of the Budget Control Act of 20 1 1 
(BCA; RL. 112-25), which contained provisions to reduce the budget deficit by about $2 trillion 
over the next decade. 2 However, the rising costs of federal health care programs and the effects of 
the baby boom generation’s retirement, which present serious challenges to future fiscal stability, 
have yet to be addressed. Operating these programs in their current form may pass on substantial 
economic burdens to future generations. Congress and the President may consider proposals for 
additional deficit reduction over the next few months as fiscal issues remain a key component of 
the legislative agenda as the future outlook remains uncertain. 

This report will provide an overview of federal budget issues, focusing on recent fiscal policy 
changes. It will also discuss the major policy proposals contained in the President’s FY2014 
budget and the House and Senate budget resolutions. This report will be updated as events 
warrant. 



Overview 

Budget Cycle 

A single year’s budget cycle takes roughly three calendar years from initial formation by the 
Office of Management and Budget (OMB) until final audit/ The executive agencies begin the 
budget process by compiling detailed budget requests in the calendar year before the President’s 
budget submission. Many agencies start working on their budgets during the spring and 
summer — about a year and a half before the fiscal year begins. OMB oversees the development of 
these agency requests. The President submits a budget to Congress, which is based on work by 
OMB and federal agencies, by the first Monday in February or about eight months before the 
fiscal year begins. 4 

Congress typically begins formal consideration of the budget resolution once the President 
submits his budget request. The budget resolution sets out a plan, agreed to by the House and 



1 For more information, see CRS Report 98-721, Introduction to the Federal Budget Process, coordinated by Bill 
Heniff Jr. 

2 For more infonnation on the BCA, see CRS Report R41965, The Budget Control Act of 2011, by Bill Heniff Jr., 
Elizabeth Rybicki, and Shannon M. Mahan and CRS Report R42013, The Budget Control Act of 2011: How Do the 
Discretionary Caps and Automatic Spending Cuts Affect the Budget and the Economy?, by Marc Labonte and Mindy 
R. Levit. 

3 CRS Report 98-325, The Federal Fiscal Year, by Bill Heniff Jr. 

4 The contents of the Presidential budget submission are governed by 31 U.S.C. §1105. For reasons why the budget 
may be delayed, see CRS Report RS20179, The Role of the President in Budget Development, by Clinton T. Brass. 
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Senate, that establishes the framework for subsequent budgetary legislation. Because the budget 
resolution is a concurrent resolution, it is not sent to the President for approval. 5 

House and Senate Appropriations Committees and their subcommittees typically begin reporting 
discretionary spending bills after the budget resolution is agreed upon. Appropriations 
Committees review agency funding requests and propose levels of budget authority (BA). 
Appropriations acts passed by Congress set the amount of BA available for specific programs and 
activities. Authorizing committees, which control mandatory spending, and committees with 
jurisdiction over revenues also play important roles in budget decision making. 6 

During the fiscal year, which begins on October 1 , Congress and OMB oversee the execution of 
the budget. Once the fiscal year ends on the following September 30, the Treasury Department 
and the Government Accountability Office (GAO) begin year-end audits. 

Congress does not always complete action on a budget resolution. In years when Congress is late 
in adopting, or does not adopt, a budget resolution, the House and Senate independently may 
adopt “deeming resolution” provisions for the puipose of enforcing certain budget levels. The last 
time the House and Senate agreed to a budget resolution was for FY2010. The FY2010 budget 
resolution was agreed to on April 29, 2009. 



Budget Baseline Projections 

Budget baseline projections are used to measure how future legislation would affect the budget 
picture. They are not meant to be predictions of the future budget outlook. Due to the nature of 
projections, slight changes in assumptions can lead to large effects in outyear totals. Therefore, it 
is important to understand what projections include and the assumptions on which they are based. 
Baseline projections are included in both the President’s budget and the Congressional budget 
resolution. 

The Congressional Budget Office (CBO) computes current law baseline projections using 
assumptions set out in budget enforcement legislation. 7 Historically, forecasts based on these 
assumptions have typically yielded higher revenue estimates and understated discretionary 
spending levels. Since Congress and the President have resolved certain questions related to 
expiring tax policy and have enacted specific policies set to control discretionary spending over 
the next decade, there are fewer policy uncertainties affecting the baseline levels under current 
law. More specifically, the American Taxpayer Relief Act of2012 (ATRA; PL. 112-240; see 
additional discussion below) permanently set into law many individual tax rates and tax policy 
provisions. On the spending side, baseline discretionary spending levels are constrained by the 
caps and automatic spending reductions currently in law, with adjustments for war funding, and 
disaster, emergency, and program integrity spending. In addition to these current law 



5 For more information, see CRS Report RL30297, Congressional Budget Resolutions: Historical Information, by Bill 
Heniff Jr. and Justin Murray and CRS Report RL3 1443, The “Deeming Resolution A Budget Enforcement Tool, by 
Megan S. Lynch. 

6 For more information on the appropriations and authorization process, see CRS Report R42388, The Congressional 
Appropriations Process: An Introduction, by Jessica Tollestrup. 

7 Many of the rules governing the baseline, contained in §257 of the Balanced Budget and Emergency Deficit Control 
Act, as amended, were extended or modified as part of the Budget Control Act of 201 1 (P.L. 1 12-25). 
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assumptions, macroeconomic assumptions, specifically of gross domestic product (GDP) growth, 
inflation, and interest rates, will also affect the baseline estimates and projections. 

However, the CBO baseline also incorporates certain assumptions currently in law, but that have 
historically been revised prior to the policy change taking effect. Specifically, the CBO baseline 
assumes that shaip reductions in Medicare’s payment rates for physician services will take effect 
as scheduled in January 2014 and that certain tax provisions will not be continued after their 
current extensions expire, mainly in December 2013. The projections in the baseline also contain 
additional uncertainty as a result of the continued economic recovery, particularly as it relates to 
federal borrowing costs, and as several new policies are set to take effect, including some major 
provisions of the Affordable Care Act. Minor changes in the economic or technical assumptions 
that are used to project the baseline could result in significant changes in the outyear deficit 
levels. 8 

Current baseline projections show significant reductions in the budget deficit over the next 
several years, from 7.0% of GDP in FY2012 to 2.4% of GDP in FY2015, and roughly similar 
deficits through FY2018. (The budget deficit is projected to be 2.9% in FY2018.) 9 These 
declining deficit figures are primarily due to continued improvements in the economy, increased 
tax rates on some taxpayers, and restraints on discretionary spending. This results in budget 
deficits that slightly reduce the level of debt held by the public as a percentage of GDP, 
particularly after FY2015. In other words, these budget deficits would be fiscally sustainable. 
However, after FY2018, deficit and debt figures are projected to rise again, reaching a deficit 
level of 3.8% of GDP and a level of debt held by the public of 77.0% of GDP. Under the baseline 
assumptions, budget deficits are projected to average 3.3% of GDP over the FY2014 to FY2023 
period. 

CBO also provided projections based on alternative policy assumptions, which illustrate the 
levels of spending and revenue if current laws continue, rather than expire as scheduled. If 
Medicare payment rates for physician services remain the same, expiring tax provisions are 
extended, and the provisions of the Budget Control Act’s automatic spending reduction process 
do not remain in effect for FY2014 and beyond, CBO projects a cumulative increase in the 
budget deficit by more than $2.5 trillion, including increased debt service costs, over the FY2014 
to FY2023 period. Beyond the 10-year forecast window, federal deficits are expected to grow 
unless major policy changes are made. This is a result of increased outlays largely attributable to 
health care costs and baby boomer retirements. 



Spending and Revenue Trends 

Over the last four decades, on average, federal spending accounted for approximately 21% of the 
economy (as measured by gross domestic product), while federal revenues averaged roughly 18% 
of GDP. After several years of budget surpluses, spending began to exceed revenues in FY2002, 
resulting in budget deficits. Over the last several fiscal years the imbalance between spending and 
revenues has been larger primarily as a result of the economic downturn and policies enacted in 
response to financial turmoil. Though the economy is recovering, deficits remain at levels that 



8 CBO, The Budget and Economic Outlook: Fiscal Years 2013 to 2023, February 2013, pp. 29-30. 

9 Unless otherwise noted, budget data in this report are taken from the tables in CBO, The Budget and Economic 
Outlook: Fiscal Years 2013 to 2023 , February 2013. 
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